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YOUR INCOME TAX RETURN

TO
UNCLE SAM

WJZ - MARCH 10, 1937

7:45 P.M.

BY

VICTOR H. STEMPF, C.P.A.,

CHAIRMAN, COMMITTEE ON FEDERAL TAXATION
AMERICAN INSTITUTE OF ACCOUNTANTS.

UNDER THE AUSPICES OF THE

NATIONAL ASSOCIATION OF COST ACCOUNTANTS.

YOUR INCOME TAX RETURN TO UNCLE SAM.

Uncle Sam is both a generous benefactor and. an exacting

creditor.

Throughout the year the Federal Government renders

invaluable protection and assistance to us all, but on several days
in each year the tables are reversed and the people are obliged to
help the Government; those with more income paying more, and those

with less paying less.

One of these days is now upon us!

On March

fifteenth, individuals who have earned more than a stated amount of

taxable income must file federal income tax returns for the

calendar year 1936.

There are two taxes: the normal tax and the sur

tax, the latter applying to net income in excess of $4,000.00 after
deducting certain credits which will be explained later.

Are you required to file a return?

mine that for yourself.

Well, you must deter

The law says that a return must be filed

by every citizen or resident of the United States whose gross tax

able income for 1936 was $5,000.00 or more, or whose net taxable
income for the year was $1,000.00 or more.

However, husband and

wife living together need not file returns unless the combined
gross income of both was $5,000.00 or more, or their combined net
income $2,500.00 or more.

Accordingly, to find out whether or not you must file a

return, you will need to total your gross and net income for 1936.

To do this, prepare from your check book and other sources a list
of your 1936 income and expenditures.

and

What the terms gross income

income mean will be explained a little further on.
The government provides blanks for you to fill out, which

you may procure from any bank, or collector’s office.

Get a copy

and study carefully what it says.
Taxpayers whose principal income is from salaries and
wages not exceeding $5,000.00 should use the short Form Number

1040a.

On the other hand, taxpayers with larger salaries and those receiving
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income from businesses, from rents or from the sale of property

should use the large Form Number 1040.

This large form contains

more detailed instructions than the short one, and in addition, it
has numerous schedules on the reverse side which are of great

assistance in making the necessary calculations.
Your first step will be to calculate your gross income.

This includes compensation for personal and professional services,
dividends, interest, rent, business income, and gains or profits
you have made from the sale of securities or other property.

All

this is subject to tax; in fact, any income whatever, unless it is
definitely noted in the law as exempt (that is to say "not counted").

The most common items of exempt income are salaries and wages

received by officers or employees of state, county or municipal
governments, and interest on all state, county or municipal bonds.

Interest on most federal bonds is exempt from tax.

How

ever, interest on United States Savings Bonds and Treasury Bonds is

exempt only in respect of the first $5,000.00 of principal owned;
the balance is subject to surtax.

Likewise, interest on bonds of

the Home Owners' Loan Corporation and the Federal Farm Mortgage

Corporation is subject to surtax without any exemption.

Proceeds

of life insurance policies paid upon the death of an insured, and
gifts or bequests are not taxable.

For many persons, the greatest difficulty in determining

gross income lies in computing the taxable gain or loss that arises
from sales of securities, real estate or other property.

Everyone

knows that the difference between the cost of property and its
selling price is either gain or loss, and this fundamental prin

ciple is recognized in the income tax law; but there are many
exceptions.

Thus, there are special rules for figuring gain or loss

where property was acquired by gift, inheritance, or prior to March
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1, 1913, or through reorganization of a corporation under certain

conditions.
There are various types of losses which Congress has

refused to recognize for income tax purposes.

For example, if you

sell property to a member of your immediate family, no loss is

deductible, although if you make a profit, that would be recognized.
The same rule applies to a wash sale; that is, where property sub

stantially identical to that sold has been acquired by the taxpayer
thirty days before or after the sale date.

There is another point to consider, in connection with
gains and losses.

Only a certain percentage of each gain or loss is

taken into account, depending upon the length of time which the
property has been held.

Thus, in the case of property held more

than ten years, only 30$ of the gain or loss is to be taken, while

for properties held for shorter periods the percentage increases
until 100% of all gain or loss is taken into account where property

has been held one year or less.

By referring to Schedule C of

Form 1040 you can find the percentage to be applied to each case.

If the net amount of all such recognized gains and losses
is a loss, it is subject to the further limitation that not more
than $2,000.00 may be taken as a deduction on the return.

What you have been doing up to this point is to determine
the gross income which must be included in your return; now you will

need to figure the net income.

By this is meant gross income less

the deductions allowed by law.

You will find the deductions listed

on the form.

They include interest paid or incurred during the tax

able year on indebtedness.

Taxes paid are allowable deductions,

with the exception of federal income taxes, gift, estate and
inheritance taxes, and special real estate assessments for local

improvements.

Among the taxes which are deductible may be mentioned

state income taxes, ordinary real estate taxes, import duties,

automobile license fees, the tax on club dues and theatre tickets.
Sales taxes and state gasoline taxes are deductible if they are
levied on the consumer and not on the seller.

tax is not deductible.

The federal gasoline

If you have not kept an exact account

of

these minor taxes, you may claim the deduction of a reasonable
estimate, but if you do this you should retain the data upon which
your calculation is based, in case Uncle Sam comes back and ques

tions the amount.
Losses sustained during the year which have not been com
pensated by insurance or otherwise, are deductible, if they were

incurred in any transaction entered into for profit, or if they were

caused by fire, storm, shipwreck, floods, or other casualty,or by

theft.

For example, shares of stock which can be shown to have

become worthless during 193b, may be deducted, provided the stock
was bought for investment or speculative purposes and not for the

purpose of joining a club or aiding some cause.

Another example of

deductible loss is damage to one’s own automobile by accident.

Losses of this kind do not result from a sale or exchange, and con
sequently, are not subject to the $2,000.00 limitation.

Losses arising from bad debts are deductible in the year
in which they are found to be worthless and charged off on your

books.

If you keep no books, it is sufficient if you enter the

itemized deduction on the tax return.

It should be noticed, how

ever, that when so-called loans to friends or relatives are made
without hope or expectation of repayment, no deduction for a bad

debt is permissible.
Contributions to charitable institutions, to schools or
colleges, to religious bodies and to certain other organizations are
deductible to the extent of 15% of your net income.

Charity to
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individuals in need, is not an allowable deduction.

Personal liv

ing expenses are, of course, not deductible.
In addition to the above specific deductions, you may
deduct all ordinary and necessary business expenses paid or incurred

during the taxable year.

Thus, if you own income-producing real

estate you may deduct, in addition to taxes and mortgage interest,
the amount you have paid for ordinary repairs, maintenance, commis

sions, and a reasonable allowance for depreciation.
In recent years Uncle Sam has required more and more

detailed information in the returns.

This, of course, makes it

easier for him to examine returns, but it increases your labor in

preparing them.

193b returns must be accompanied by schedules

supporting every item of income and deduction on the return.

Even

detailed statements of interest and dividend income and interest

paid are required this year.

After you determine your net income, you deduct the
personal exemption and credit for dependents in order to arrive at
the amount subject to surtax.

From the remaining balance you deduct

the credit for interest on Government obligations and the earned
income credit to find the balance subject to normal tax.

earned income credit is 10% of earned net income.

The

This term and

the limitation of the credit are explained clearly in the form.

In general, earned income includes salaries, wages or other compensa
tion for personal services rendered.

Where there is no earned

income or where such income is less than $3,000.00, the entire net
income up to a maximum of $3,000.00 is considered earned income.

As previously stated, 10% of such net earned income may be taken as
a deduction before figuring the normal tax.

It is not always realized that husbands and wives with

separate incomes have a new choice each year of filing either

separate returns or a joint return.

In many cases this choice offers

an effective means of minimizing taxes.

When separate returns are

filed, the personal exemption may be taken by either husband or wife,
or may be divided in any manner between them, but the credit for
dependents may be claimed only by the one who actually supports the
dependents .

If you keep no books of account you must prepare your
returns on the basis of actual cash receipts and disbursements and
for a calendar year; whereas if books are kept you may, with Uncle
Sam’s permission, change to a fiscal year.

American citizens, are taxable upon their entire net

income, regardless of where they reside.

However, earned income

from sources outside the United States is not taxable to American

citizens who have worked at least six months of the taxable year
abroad.

When you have filled out the form, all that remains is to
have your signature witnessed by a notary and hand thereturn or send

it to the Collector of Internal Revenue for the district in which

you live.

Returns will be witnessed free of charge in the Col

lector’s office.
instalments.

The tax may be paid in full or in equal quarterly

At this point in the proceeding you may be inclined

to agree with the famous statement of the Supreme Court: that ’’the

power to tax is the power to destroy”.
only part of the truth.

government.

But that is, of course,

Taxation is the essential supply-line of

Without taxation you could not have the protection

and benefits which make the United States the best country in the
world.

When you remember that you will agree with what the Supreme

Court added in a later case, that ’’the power to tax is also the

power to create”.

